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The President’s 
Flat Tax Plan 
and the 
Marriage Penalty
By Cherie J. O’Neil and Barbara A. Ostrowski
A recent U.S. Census Bureau report 
indicates that over 50 percent of all 
married women work outside the 
home. For families with only husbands 
working, the median income is 
$22,800. When both spouses are 
employed, the median income rises to 
$30,112. Using 1984 tax rates, current 
tax law, and assuming that the couple 
has two children, a two-worker married 
couple earning $30,112 owes $2,756 
(before credits).1 If the two-worker cou­
ple were not married, the amount of 
their combined tax would vary depend­
ing on the amount each person earned. 
With each person earning exactly half 
of the $30,112, the combined tax is 
$2,390.2 The additional $366 paid by 
the married couple is termed the mar­
riage penalty.
Several tax simplification plans are 
being considered by Congress. The 
three major ones (Bradley/Gephardt’s, 
Kemp/Kasten’s, and the President’s) 
can be classified as modified flat tax 
proposals because they would allow 
for some deductions. Furthermore, ex­
cept for the Kemp/Kasten proposal, 
they apply multiple rates. All of the pro­
posals eliminate the two-earner deduc­
tion (the partial remedy for the 
marriage penalty under current law). 
One reason given for the elimination 
of this deduction is that the overall 
simplification with its flatter tax rate 
schedules and lower marginal rates 
would represent “a more direct and 
consistent attempt to minimize the im­
pact of marriage on tax liabilities than 
the current two-earner deduction.”3 
The authors of these proposals 
acknowledge that some marriage 
penalty may remain, but they assert 
that the amount of marriage penalty is 
small. This study analyzes the plan 
called the President’s Tax Proposals 
to the Congress for Fairness, Growth 
and Simplicity to assess whether the 
marriage penalty would remain with its 
adoption. The study also determines 
the effect the adoption of the Presi­
dent’s plan would have on various in­
come levels.
Characteristics of the 
President’s Tax Proposals
On May 29, 1985, President Ronald 
Reagan submitted to Congress pro­
posals to overhaul our tax code. The 
President’s plan is a modified flat tax 
system with three marginal tax rates of 
15 percent, 25 percent, and 35 percent 
(presently, there are fourteen rates.) 
Under the President’s plan, the defini­
tion of gross income would be ex­
panded to include a limited amount of 
employer-paid premiums for life and 
medical insurance, and to include all 
unemployment compensation. Capital 
gains would be taxed at a top rate of 
17.5 percent. Adjusted gross income 
(AGI) would be defined as gross in­
come less all the presently allowable 
adjustments to income except for the 
two-earner deduction which would be 
repealed. Under the present system 
(Internal Revenue Code Section 221), 
a married couple filing jointly is permit­
ted a two-earner deduction of 10 per­
cent of the smaller earned income (up 
to $30,000). Added as an AGI adjust­
ment would be a child care deduction 
which replaces the current child care 
credit. The amount of the deduction 
would be limited to $2,400 for a single 
dependent, $4,800 for two or more 
dependents.
Under the President’s proposals, 
taxable income would equal AGI less 
a deduction for personal exemptions 
and either itemized deductions or the 
zero bracket amount. The deduction 
for personal exemptions in the Presi­
dent’s proposal would be $2,000 for 
each taxpayer, spouse, and depen­
dent. The current zero bracket amount 
would be increased to $2,900 for a 
single individual, $3,600 for a head of 
household and $4,000 for a married 
couple filing jointly. Both the exemp­
tion amount and the zero bracket 
amount would be indexed for inflation. 
Presently allowed itemized deductions 
for sales tax, real estate tax, state in­
come tax and personal property taxes 
would be eliminated along with all tax 
credits except the foreign tax credit.
Effect of the President’s Plan 
on the Two-Earner Family
The President’s plan would seem to 
benefit families with either high or low 
incomes. The high income families 
would benefit because the top 
marginal tax rate would be 35 percent 
instead of the present 50 percent. Low 
income families would benefit because 
of the higher zero bracket amount and 
higher allowances for personal exemp­
tions. Even though these amounts 
raise the taxable income threshold, 
does a marriage penalty remain? If so, 
on which group of taxpayers does it 
have the most impact?
A simple example shows that a mar­
riage penalty does remain. For pur­
poses of this and subsequent 
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analyses, wages will be assumed to be 
the only source of gross income. 
Single taxpayers would not be in the 
top marginal tax rate bracket under the 
President’s proposal until their taxable 
incomes exceed $42,000. Married per­
sons reach the top bracket when their 
taxable incomes are in excess of 
$70,000. Thus, if A who has a taxable 
income of $42,000 marries B who has 
the same taxable income, they would 
pay an additional tax of $1,580 which 
they would not pay had they remain­
ed single.4
Having established that a marriage 
penalty remains under the President’s 
plan, we now determine the effect of 
that penalty on various levels of 
income. The impact of the plan on two- 
earner families is examined for three 
income levels: $30,000, $50,000 and 
$100,000. The total tax liability is com­
puted for each income level for the tax 
year 1987 (the first full year the Presi­
dent’s plan would take effect) under 
both current tax law and under the 
President’s proposed flat tax system. 
Indexing of tax brackets, exemptions, 
and zero-bracket amounts applies to 
both systems.
The derivation of the net tax due for 
two wage earners with two children 
and combined wage income of 
$50,000 for 1987 is illustrated in Table 
1. The methodology illustrated in this 
table is used in the derivation of net tax 
for all income groups discussed in this 
paper. In computing the 1987 liability 
under the current law, the married cou­
ple files jointly (MFJ). The President’s 
proposed flat tax system is used to 
compute a flat tax liability for a married 
couple filing jointly (MFJ) and a flat tax 
liability for two individuals living 
together but not married (HH & single). 
In the latter case, one individual files 
as head of household and itemizes 
while the other individual files as single 
and does not itemize. While the Presi­
dent’s proposal reduces the married 
couple’s tax liability by $54, an 1 per­
cent tax decrease, it benefits the non­
married couple even more. The latter 
couple saves an additional $1,007, or 
approximately 20 percent of the tax 
liability they would pay if married. This 
is approximately the same percentage 
marriage penalty that exists under the 
present tax system.5
Through a simulation program, each 
individual’s contribution (initially set at 
50 percent) to the combined wages 
was adjusted so that all possible com­
binations could be viewed. The 
simulated tax liabilities for each of the 
three tax computation methods for 
each possible combination of $50,000 
combined gross income is illustrated 
in Figure 1. The tax liability when each 
individual earns $25,000, 50 percent of 
the gross income, is found at the far 
left of the graph. The tax liability when 
one individual earns $50,000, 100 per­
cent of the gross income, is found at 
the far right. Line 1, Married (Current 
tax), is the couple’s tax liability under 
the present tax system. As the percent 
of income earned by one individual 
declines, the tax liability increases. 
This is due to the income limitations on 
the IRA deduction and the qualifying 
expenditures for the child care credit 
and to reductions in the two-earner 
deduction. The Married (flat tax) liabili­
ty, line 2, is always less than the cur­
rent Married (Current tax) liability. Line 
3 depicts the flat tax liability of an un­
married couple.
Under the President’s plan, when 
one person earns more than $6,500 
which represents 13 percent of total 
TABLE 1
Derivation of Net Tax for the 1987 tax year under the Current 







H H & Single 
Flat tax 
system
Wages1 $50,000 $50,000 $50,000
Deductions for AGI (6,300)2 (5,900)3 (5,900)3
Medical Insurance4 0 300 420
AGI 43,700 44,400 44,520
Allowable deduction net of
zero bracket amount5 (5,090) (1,109) (1,780)
Exemptions (4,480) (8,320) (8,320)
Taxable income 34,130 34,971 34,420
Tax before credits 5,536 5,102 4,149
Child care credit (380)6 (0) (0)
Net tax 5,156 5,102 4,149
1lt is assumed that each person earns $25,000.
2 The $6,300 includes the IRA deduction ($4,000) plus the two-earner deduc­
tion ($2,300).
3 The $5,900 includes the IRA deduction ($4,000) plus the child care deduc­
tion ($1,900).
4 Under the President’s proposals, the first $300 of employer paid family medi­
cal insurance premiums is included in income. For individual medical coverage, 
the first $120 of employer paid premiums is included in income.
5 The underlying data used for the itemized deduction amounts are based on 
1981 information provided by the IRS in their Statistics of Income—Individual 
Tax Returns, adjusted for inflation.
6 The child care credit is 20% of 1,900.
Gross Income (point A, Figure 1), the 
marriage penalty is present. Area ABC 
is the region in which a couple would 
pay less taxes by not being married. 
Hence, this is the region of the mar­
riage penalty. Thus, the President’s 
plan appears to favor the family unit in 
which the primary wage earner earns 
more than 87 percent of the com­
bined $50,000 income.
A similar simulation for two in­
dividuals with a combined income of 
$100,000 is illustrated in Figure 2. A 
married couple, each earning $50,000 
would pay $3,137 less tax than they 
would under the current tax system. 
This is a tax savings of about 15 per­
cent, almost fifteen times the tax cut 
experienced by the married couple 
earning $50,000. By filing as unmar­
ried individuals, they could save an ad­
ditional $2,395, an extra 12 percent 
savings. Under the President’s pro­
posed tax system, the marriage penal­
ty exists when one person earns 
between 13.5 percent and 50 percent 
of the combined income (Area ABC, 
Figure 2).
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A married couple, each earning 
$15,000 income, pay more tax under 
the President’s plan than they pay 
presently (Figure 3). Their tax liability 
would be $200 more than under cur­
rent law, a 12 percent increase. By 
switching to unmarried status, the tax­
payer couple would receive a $196 tax 
reduction, a 12 percent decrease, with 
the adoption of the President’s pro­
posal. If the President’s proposed flat 
tax system is adopted, couples in this 
middle income range, in which one in­
dividual earns more than 15.5 percent 
of the combined income (Area ABC, 
Figure 3) seem to be penalized the 
most for remaining married. For the 
couple with a combined income of 
$30,000, the President’s proposed tax 
system is preferable only when one in­
dividual earns less than $4,500 of the 
combined income.
Conclusion
As demonstrated by the preceding 
analyses, the marriage penalty would 
remain with the adoption of the Presi­
dent’s plan. The burden of that penal­
ty seems to be most severe on married
Barbara A. Ostrowski, CPA, is assis­
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couples with medium range incomes 
($30,000) who itemize their deduc­
tions. When one spouse in this group 
earns over 15.5 percent of the com­
bined income, there is a tax increase 
instead of the tax cuts experienced by 
the other groups studied. For any ma­
jor change to the current tax system, 
it is inevitable that some groups must 
experience tax increases. Still, it would 
seem that any major change in the pre­
sent tax system should consider the 
elimination of the marriage penalty so 
that the total taxes paid by a couple 
would not depend upon their marital 
status. Ω
NOTES
1This calculation was based on the assump­
tion that both workers put $2,000 into an IRA 
account.
2The assumption here is that each person 
claims one exemption for a child.
3Treasury Department Report to the President, 
Tax Reform for Fairness, Simplicity, and 
Economic Growth — General Explanation of the 
Treasury Department Proposals, (Commerce 
Clearing House, 1984), p. 20.
4lf A & B married, their combined taxable in­
come would be $85,800 ($84,000 plus lost zero 
bracket amount of $1,800). Their taxable income 
in excess of 70,000 would be taxed at 35% in­
stead of 25%. So they would pay an additional 
$1,580 in tax ($15,800 x .10).
5Strefeler, John M„ “The Tax Penalty on Mar­
riage,” The Woman CPA. October, 1982, pp. 
5-10.
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